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The
Practicing
CPA

OCTOBER 1981

An AICPA publication for the local firm

MAKING USE OF WORD PROCESSORS
Almost any enterprise can make use of word
processing equipment. Long letters or manu
scripts can be typed on these machines and the
drafts sent to authors for corrections and ap
proval. When the corrected copy is returned, there
is no need to retype entire pages. The equipment
operator just recalls the original material to the
screen, types in the revisions and the high speed
printer creates perfectly typed copies.
A few years ago, we prepared a 70-page seminar
presentation for a trade association in a special
ized industry. The material was retained on a
word-processor storage disk. About a year later,
another trade association in the industry asked
for a similar presentation. We were able to make
the needed changes using our word processor and
produce the desired seminar materials with little
expenditure of time and money.
There are many other ways a CPA firm can use
word processing equipment. For example, there
may be times when you wish to send the same
letter to many people but want the letters to be
individually typed. A word processor can do this.
Many machines can store both the letter and the
mailing list and can type each address auto
matically.
Material that might otherwise be sent out for
typesetting may often be adequately handled by
a word processor. Client newsletters fall into this
category. Because the machine simplifies editing
and justifying margins, you will find it easier to
turn out a professional-looking product.
As your firm expands and clients increase in size
and number, you are likely to create and modify
many forms. Word processors are useful in this
regard and in the setting up and maintenance of
mailing lists, client lists, staff directories, etc.

However, it is in the area of typing financial state
ments that these machines are particularly useful
to CPA firms, and the acquisition of equipment
must be justified on this application.

Financial statement typing
There won't be large savings the first year a firm
uses word processing equipment—perhaps in the
region of 10 to 25 percent—because the operator
will still have to type each statement individually.
Nevertheless, revisions and typing corrections are
easily made and the finished product will be
accurate.
It is when the second year (or quarter or month)
rolls around and it is time to prepare statements
for the same client that the real savings begin.
This time they may amount to 50 to 75 percent.
This is how it’s done:
□ The operator inserts the storage medium that
contains the previous statement.
□ The previous statement appears on the
screen.
□ The operator eliminates the old data and
types in the new. Format, spacing and most
of the text remain unchanged. This simplifies
proofreading and making corrections. (Most
word processors have a math routine to foot
data.)

(continued on page 4)
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The AICPA Library

In the July 1978 issue of the Practicing CPA, we
ran a story on the Institute’s library, then cele
brating its sixtieth anniversary, and mentioned
some of the services it provides members and the
public. Already one of the largest libraries in its
field when we wrote that article, the AICPA library
continues to grow.
Now there are 18,897 books and bound journals
and 54,625 cataloged pamphlets on accounting
and related subjects. In addition, the library now
has 28,815 corporate annual reports on microfiche.
And in the year ended July 31, 1981, over 14,000
researchers used the reading room and the library
staff (eight professional librarians and six support
staff members) handled almost 43,000 inquiries.
To help cope with the heavy demand for the li
brary’s services, work will begin shortly on adding
another 1,000 square feet to the existing 5,000
square feet of floor space. This will allow for more
seating in the reading room (for 48 people com
pared with the current seating for 40), a place for
cataloging materials, two offices for librarians (ex
isting staff) and space for the educational mate
rials exchange service (the EDMAX library).
Each month, the library publishes its list of ac
quisitions and free copies are available to mem
bers on written or telephone request. Another free
publication of interest to practitioners is the
AICPA Library Guide. This booklet is a guide to
borrowing from the library and explains how to
use the Accountants' Index.
The library staff is justifiably proud of the Ac
countants' Index. This is a comprehensive refer
ence (available at a $38 discount price to mem
bers) which makes it possible for subscribers to
locate material that has been published on ac
counting and allied subjects.
This index is also available on a quarterly basis
(at a $108 discount price to members) for those
who need to refer more quickly to current mate
rials. For even more up-to-date information, the
Accountants’ Index data base is available for on

line searching through System Development Cor
poration at a cost of $95 per hour. For more
information, contact SDC Search Service, 2500
Colorado Avenue, Santa Monica, California 90406.
Telephone (213) 829-7511, extension 2148.
With its extensive collection of materials and
the staff’s ability to help in the location of techni
cal information, the AICPA library can be an in
valuable adjunct to a local firm’s library, particu
larly in the case of small firms with limited library
facilities. And contacting the library is easier than
ever now—just call one of the following toll-free
numbers.
United States: (800) 223-4145.
New York State only: (800) 522-5434.
The main purpose of the AICPA library is to
serve the membership. Practitioners are urged to
make full use of this service.

Conference on Federal Taxes
On October 26-27, the Institute will hold its Na
tional Conference on Federal Taxes at the Capital
Hilton Hotel in Washington, D.C. Highlights of this
conference will be a comprehensive review of im
portant changes that were made in the tax laws
during 1981 and evaluations of their implications,
and an update by IRS officials on the Service’s
procedures.
Other sessions will provide tips on managing a
tax practice and will cover topics such as the in
come tax aspects of divorce, tax planning and se
curities investments, section 385 developments,
accounting method changes, and tax planning and
real estate transactions.
Recommended CPE credit is 16 hours. Registra
tion fee is $200. This covers all sessions, confer
ence materials, reception, two luncheons and cof
fee breaks. (Hotel accommodations and other
meals are not included.) For further information,
contact the AICPA meetings department (212)
575-6451.
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Executive Committee Charter
As part of a story, “Managing the Organization,”
that appeared in last month’s Practicing CPA, we
published a managing partner position description
supplied by Dalton, Pennell & Co. of Lynchburg,
Virginia. Here is the same firm’s executive com
mittee charter.
The executive committee, as the governing body
of the firm, is responsible to the partners for the
overall operations of the practice. Decisions and
actions of the committee shall be for the benefit
of the partnership and the mutual well-being of
all its members.
Provisions of this charter include:

Membership
The committee shall consist of three partners,
appointed by the partnership, serving rotating
three-year terms. A member may succeed himself
for one three-year term; then be eligible for re
election after one year. The managing partner
shall serve as an ex officio member of the commit
tee without vote.
Membership on the executive committee will
generally preclude simultaneous service as part
ner-in-charge of an office. Each member shall serve
as chairman in the last year of his current term.
To ensure its own successful operation, the com
mittee shall develop, endorse and subscribe to
rules of operation, including:
Operations
□ The committee shall develop, publish and main
tain such policies and procedures concerning
its activities as will ensure continuity and suc
cessful operation.
□ The committee shall maintain minutes and
other historical records of its operations and
those of the partnership. The managing partner
shall be the custodian of the official copies of
these documents.
□ A report on committee activities shall be pub
lished and distributed to the partners as
deemed necessary by the committee, but no less
often than quarterly.
□ The committee normally shall implement its
decisions and actions through the managing
partner. The committee may seek information
directly as it deems necessary to fulfill its re
sponsibilities to the partnership.
□ The managing partner shall sit, as an ex officio
member, at all committee meetings.
□ Regular committee meetings shall be held at
least once each quarter.
□ The chairman of the executive committee shall

call special meetings on the request of any
committee member.
□ A quorum to transact business shall consist of
three members of the committee (which may
include the managing partner). A unanimous
vote of all three voting committee members
shall be necessary to pass or adopt.
□ The committee may vest in the managing part
ner the authority to act on its behalf in specific
situations.
□ The partnership will elect a partner to fill the
unexpired term created by a vacating commit
tee member within thirty days.
□ Committee member removal shall require a
vote of the partnership.
□ The committee shall submit to the partnership
for approval any additions, changes or dele
tions to this charter.
□ The committee shall generally support the
office of the managing partner, description of
the managing partner position, and actions and
decisions implemented by the managing part
ner.
The committee shall be vested by the partner
ship with the necessary authority to accomplish
its responsibilities. Authority shall include:
Functions
Organization
□ Develop committee procedures to monitor and
enforce policies adopted by the partnership and
executive committee, and other actions imple
mented by the managing partner.
□ Approve the appointment of technical commit
tee members on the recommendation of the
managing partner.
□ Review and monitor technical committee ac
tivities and programs.
□ Make nominations to the partnership for the
position of managing partner, and act on rec
ommendations of the managing partner for
positions of partner-in-charge of local offices
and technical committee members.
□ Receive drafts of technical committee reports
and recommendations and act upon them.
□ Review and approve personnel assignment rec
ommendations made by the managing partner.
□ Develop annual firmwide goals, timetables and
results for acceptance by the partnership.
□ Recommend to the partnership actions con
cerning acquisitions, mergers, opening of new
offices or the closing of an office.

Finance
□ Define and recommend to the partnership for
approval salary and compensation guidelines
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and formulas for partners and staff.
□ Approve compensation for staff and determine
compensation of partners in accordance with
approved guidelines and formulas.
□ Review, approve, monitor and enforce firm
budgets, including capital expenditures, debt
structure and cash flow.
□ Approve unbudgeted capital expenditures in
excess of $200 per item and approve increase
in debt structure.
□ Review and approve all unbudgeted leasehold
improvements, rent or lease agreements and
blanket-purchase orders.
Administration
□ Approve and endorse all major administrative
policies.
□ Make available to the partnership its policies,
decisions and actions by publishing and main
taining a section in the partners’ manual.
□ Establish reporting systems to be maintained
by the managing partner for communicating
financial data, policy decisions and perform
ance results.
□ Charge the managing partner with specific re
sponsibilities and authority for the manage
ment of the practice, including standards, man
uals, policies, fiscal management, goals and
other functions and programs as set forth in the
managing partner position description.
□ Review and evaluate the performance of the
managing partner.
Partnership
□ Define and recommend profit distribution
guidelines to the partnership for implementa
tion by the executive committee.
□ Make recommendations to the partnership re
garding changes in the partnership agreement.
□ Approve, review and evaluate firmwide and in
dividual goals programs and performance.
□ Determine and recommend actions to the part
nership concerning withdrawal, incapacity, in
voluntary retirement of partners consistent
with provisions of the partnership agreement.
□ Recommend admission of new partners to the
partnership.
□ The executive committee shall perform such
other acts, not specifically prohibited, to imple
ment decisions and take actions for the welfare
of the partnership and its members.
The executive committee shall continuously be
aware that it serves at the pleasure of the partner
ship, and therefore must function in accordance
with sound business practices, in a prudent man
ner and for the benefit of the firm.

Word Processors

(continued from page 1)
□ The machine then prints the new statement.
The word processor can be used to create typed
pro forma statements for use by your staff in pre
paring financial statements. There are several ad
vantages:
□ Accountants’ time is reduced.
□ The word processor operator receives legible
copy.
□ New data that is different from stored data
can be readily identified.
Some clients regularly require projections of
complex data. Based on our experience, such pro
jections are likely to be revised several times, with
the client demanding extremely fast service. The
accurate revision and retyping of these projec
tions under such pressurized conditions becomes
feasible only with word processing equipment.
Sometimes, there are other advantages. Have
you ever had to retype statements because a client
needed additional ones or because your file copy
was lost? This is no problem when statements are
stored in the word processor. Standardized foot
notes and accountants’ reports can be stored too.
All staff then has to do is supply the variable data
and much of the typing can be automatic.
It takes a good typist who is experienced in typ
ing financial statements to turn out quality work.
A word processor, on the other hand, makes it pos
sible for a less-than-expert person to produce ac
curate copy. A word processor also facilitates the
training of new typists. Most are anxious to learn
how to use it because the acquired skills add to
their prestige and make them more valuable in the
job market.

When should you acquire
word processing equipment?
While word processing equipment may be appro
priate for any size firm, you should seriously in
vestigate obtaining the equipment when you em
ploy one full-time typist and are considering
hiring another. You have to think ahead to what
your needs will be in six months to a year. It takes
time for equipment ordered to be delivered and
for people to be trained to use it.
You will have to decide whether it is more
advantageous to lease or buy the equipment. We
purchased ours and have no regrets despite the
subsequent strides made in equipment capabili
ties. Our analysis indicated that buying was cheap
er. In fact, when compared to the leasing costs
over the same three-year period, we could almost
afford to scrap the equipment and start over.
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It is very important to consider the availability
of vendor service. You will most likely become
extremely dependent on your word processing
equipment and will want to make sure it can be
kept in working order. Nearly all vendors have
sales and service facilities in major cities, but
some may lack adequate service capabilities in
smaller communities. Make certain your vendor
can provide quick response to your service calls.
There are some pitfalls you should be aware of
too. For one, accountants, being perfectionists,
tend to overedit material because corrections are
so easy to make. Some of the savings resulting
from less typing are thus lost. Also, blind reliance
on word processor perfection can lead to unex
pected errors. We have had our share of those.
For example, it is possible to make a correction
on the screen without the storage medium being
changed. The resulting error in the storage me
dium may not be noticed when a subsequent
change is made and will thus be retyped. This trap
once led us to send out a balance sheet in which
a typographical error made it appear that the total
assets did not equal total liabilities and share
holders’ equity.
In another instance, a standard proposal letter
was sent to a prospective client (the proposal
letter having been stored on a disk). The operator
typed in the address and salutation but the pro
posal went out with the name of another prospect
in the body of the letter.
Another example involved two schedules that
were identical in format and appearance although
they covered different periods. In this instance,
correction of an entire line on the first schedule
was typed out on the second.
Nevertheless, we believe that the potential bene
fits and savings from using word processing equip-

ment in a CPA firm far outweigh any possible pit
falls. Our firm bills for typing; but even at the
higher rate for the word processor, the client still
comes out ahead because typing time is reduced.
More and more CPA firms are using this type of
equipment. The time may be right for you to con
sider doing so too.
-by Howard I. Bernstein, CPA
Chicago, Illinois
Glossary of Word Processing Equipment
Video display screen

As material is being typed, it appears on the video
display screen. Material that has been previously
typed can also be displayed on the screen. The
typist may review, move, correct, rearrange, add
to or delete from displayed material. When the
displayed material is satisfactory, it may then be
printed out by a high-speed printer.
The text display capacity of the screen is ex
tremely important and varies greatly among ven
dors and models. For some applications, such as
letter writing, as little as a single line of display
may be adequate. For financial statement typing,
full page display may be desirable.
Some vendors have equipment capable of dis
playing a full page financial statement—from top
to bottom and from side to side—even for double
page spreads. Other vendors have a screen that
displays part of the page by scrolling (or wrap
around).
Storage medium
□ Internal—A nonremovable storage medium
is contained within the equipment. Capacity
is much smaller than that of other media.
□ Magnetic cards—Capacity is greater than in
ternal storage, but may be inadequate for
financial statement typing or large jobs.
□ Diskette, Floppy Disk, Mini-diskette—These
phonograph-type disks may store anywhere
from 30 to over 250 pages of typed material
each. Location of data is relatively easy.

Printer

Ben/Suddeutsche Zenung/Munich

Reprinted with permission from
World Press Review, June 1981

Print speeds vary from 15 to 55 characters per
second (CPS). Machines suitable for financial
statement typing are generally in the 40-55 CPS
range, making speed differences not highly sig
nificant. Differences in print mechanisms are not
likely to be critical.
If a printer is "stand alone"—i.e., not attached
to a display screen—it may serve two or more in
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put stations and allow a lesser investment in
equipment. One problem with this is that the op
erator must print a complete document at one
time. In the case of large documents this can be
very time-consuming. This problem occurs be
cause two machines are involved, each having a
separate program, but using the same disk. Also,
the printer could be located in a totally different
area from the input station.
Optical character recognition (OCR)

Some OCRs can read any type font. Others can
read only if the correct typing element is used:
□
Material can be typed on any typewriter.
□ The typed material can be read by OCR
equipment.
□ The OCR equipment can create a storage me
dium holding the material read on a disk.
□ The storage medium can be transferred to
an input station for editing.
□ Some of the new OCR equipment can pick up
handwritten material. OCR equipment is ex
pensive and can usually be justified only in a
relatively large operation.

have a mailing list of all your clients, bank
ers, attorneys, etc., in alphabetical order, and
you wanted a listing only of bankers within
a certain zip code, this can be created easily
by coding the word processor. Sublists can
be created in either alphabetical or numeri
cal sequence or in a combination of both.

Equipment cost
Don’t let cost be the reason for skimping on equip
ment or features. Get all the capability and power
you are ever likely to need. Such equipment
could cost $15,000 to $22,000.
Shared logic

A sophisticated word processor includes a central
processing unit (CPU). For some vendors, several
input devices may share a single CPU. This reduces
equipment costs significantly.
There is, however, a severe risk involved in
shared logic. If the CPU goes down, all of the input
devices also go down.

Special features
□ Right hand justification—Most word proces
sors can make straight right hand margins,
as in book printing. This gives the work a
really professional appearance.
□ Math package—Some machines will add,
subtract and calculate percentages as ma
terial is typed. This feature can be used to
verify the work of the accountant and/or the
typist or to do initial mathematics such as
increase/decrease, percentage of sales, etc.,
and is useful to have. Although many word
processors offer this package, it should be
carefully checked out. Ask for a demonstra
tion involving samples of financial state
ments produced by your office.
□ Communications—Some word processors
can communicate with others, generally over
telephone lines. This can be very useful for
multi-office firms.
□ Global search—The ability to change an item
wherever it may appear in a text. For ex
ample, if you typed ABC, Inc. throughout a
report, but ABC Corp. is correct, the word
processor can make all of the changes from a
single instruction.
□ Records retention (or records processing)—
The ability to modify existing data (changes,
additions, deletions) or to create sublists
from stored material. For example, if you

Record Retention and Acts Discreditable

Some states have statutes that grant CPAs the
right to retain client records when professional
fees are owed by that client. However, many mem
bers have asked whether this is permissible under
the AICPA Code of Professional Ethics.
Rule 501 of the Code, "Acts Discreditable," pro
vides that "A member shall not commit an act dis
creditable to the profession.” Ethics Interpreta
tion 501-1, Client’s Records and Accountant's
Workpapers, deals with the subject of record re
tention and provides in part that "Retention of
client records after a demand has been made for
them is an act discreditable to the profession in
violation of Rule 501.”
Because a member’s working papers and rec
ords are his property and need not be provided to
the client, a frequent question concerns what con
stitutes accountants’ workpapers versus clients’
records.
For example, in some instances a member’s
working papers contain data which ought to be
reflected in the client’s books and records but
which, for one reason or another, are not. In such
a situation, the client’s records are considered to
be incomplete and the portion of the working pa
pers containing the data is considered to be part
of the client’s records and must be made available
to the client on request.
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Some examples of working papers that are con
sidered to be client records are
□
Worksheets in lieu of books of original entry.
□ Worksheets in lieu of general or subsidiary
ledgers (depreciation records).
□ All adjusting and closing journal entries and
supporting details.
□ Consolidated or combining journal entries
and worksheets including supporting details
as described in Ethics Interpretation 501-1.

If the engagement is terminated by either party
prior to completion, the member is only required
to furnish copies of those records originally given
to him by the client.
A member has discharged his ethical obligations
under Ethics Interpretation 501-1 once the client's
records, or copies of such records and/or neces
sary supporting data have been returned to the
client. If these have been returned, the member
need not comply with subsequent requests by the
client for additional copies even if the member has
copies in his file.
Note: This article is based on the AICPA profes
sional ethics division staff’s responses to written
inquiries from members and is not a pronounce
ment of the professional ethics executive commit
tee nor does it purport to set forth an official
position of the AICPA. In addition, the article does
not address the requirements of other regulatory
bodies such as state boards of accountancy or the
Securities and Exchange Commission, etc., whose
positions may differ from that of the AICPA.

New Distribution Policy
For the Practicing CPA
One difficulty with a “free circulation” publica
tion, such as the Practicing CPA, is to ensure dis
tribution to those who are interested in the con
tents and to avoid cluttering up the “in boxes” of
those who do not find the material useful.
Until now, the Practicing CPA has been sent
automatically to all AICPA members associated
with firms having 50 or fewer Institute members
(individual practitioners, partners, shareholders
and staff). Other members who have specifically
requested copies have also been included.
Effective with the December issue, the news
letter will be sent automatically only to each prac
tice unit represented in the membership and to
those members who specifically request it. Those
who have previously requested the publication
will continue to receive it unless we are notified to
the contrary.
Therefore, if you are receiving this publication
automatically and believe that the practice unit
copy is not sufficient for your purposes, please
complete the form below (or a photocopy) and
return it before November 1, 1981.
Only those members who had specifically re
quested copies and who now wish to discontinue
should check the cancellation box on the return
form.
Under this procedure, the Institute hopes to
make sure that those members who want this pub
lication continue to receive it while avoiding un
necessary distribution and the resultant costs.

Sample Return Form
To: Membership Records, AICPA

□ Please include me on the mailing list for the Practicing CPA in addition to my firm’s copy.
□ Although I had previously requested the Practicing CPA, please remove my name from
the mailing list.
Member’s name:______________________________________________________________

Firm: _____________________________________________________________________

Address:____________________________________________________________________
City, State & Zip Code:_________________________________________________________
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Telephone vs. Letter

If you follow the telephone company’s advertise
ments, you might be tempted to throw away your
typewriter and rely exclusively on the telephone.
On the surface, the company seems to have a point.
According to the Dartnell Institute of Business
Research it now costs $6.07 to prepare and send
a letter. Last year the cost of a three-minute day
time call between Seattle and New York was $1.37.
Therefore, the phone is faster and cheaper, right?
Not necessarily, writes a member. He claims
that when he places an order or requests material
and wants it in a hurry, he writes—despite the
vagaries of the postal service. The member cites
two recent incidents:
□ A promotional item listed a telephone num
ber to call for fast action on an expensive
publication. He called the prescribed num
ber only to be told to write a letter.
□ A brochure of immediate interest was avail
able from another organization. By calling
the listed number, he got to talk to several
people who knew nothing about it. Finally,
someone took his name and address. Need
less to say, he has not received the brochure
and doesn’t remember who took his name.

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

Moral: If you can’t get an immediate answer to
a question on the telephone, it is often better to
hang up the phone and write a letter. You still may
not achieve results, but at least you have a record,
says our frustrated reader.

A Sid Kess Special Edition
The AICPA CPE division has produced a new twohour video program that focuses on those changes
in the Economic Recovery Tax Act of 1981 that
affect individuals as well as corporations. The pro
gram is conducted by Sidney Kess who has au
thored many of the Institute’s tax courses. It
consists of written materials (overview and ap
plication of the law, examples and a self-evalua
tion quiz) and a videotape in any one of the
following formats: ¾-inch U-Matic, ½-inch VHS,
Beta I and Beta II.
This special edition video program may be ob
tained from your state society from October 15 on.
The cost is $350. Recommended CPE credit is two
hours or more depending on method of presen
tation.
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